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Abstract
In this study, we examine the phenomenon of the decline in valuation of dot-com organizations and propose
that dot-com organizations that have continuously altered their business model in response to the environment
have been rewarded by superior valuations in the market place. We first present the dominant perspectives in
organizational adaptation research, and discuss their relevance to the current study. Using the concept of
business models, we investigate the strategic adaptation paths of 22 dot-com organizations in the period from
1998 through 2001 and correlate them against the performance of their share prices over the same period.
1 RESEARCH OBJECTIVES
In the eight years since Internet-based start-ups, or dot-coms, first appeared, perceptions about their potential as viable businesses
has fluctuated dramatically. Using the perspective of business models, this study seeks to answer the following research question:
Why have some dot-coms survived while others have failed?
We believe the reason that many dot-coms failed was their inability to move rapidly in a hyper-competitive environment which
they had themselves created. The reasons for this lack of adaptability, we speculate, relate to two specific characteristics of dot-
coms:  venture funding and founder/entrepreneurial driven. Both can lead to inertia either due to specific investor expectations
or due to a strong original vision for the company.  
In this study, we specifically examine the following:
 Business model changes undertaken by selected sample of 22 publicly-listed dot-coms over a three-year period
 The relationship between the extent and nature of business model changes and the market value of firms
2 THEORETICAL FOUNDATIONS
Conceptually, this study is related to research on organizational adaptation, defined as a period of gradual, long-continued and
incremental change in response to environmental conditions (Tushman 1985). Related to this are the concepts of strategic change
(Boeker 1991) and organizational change (Kraatz 1996 ).
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The area of organizational diversification is also related to our research.  Past research, spanning 55 studies over three decades,
strongly suggests that moderate levels of diversification are often related to higher levels of performance (Palich 2000).
Our work on business model extensions is based theoretically on the above literature despite differences in the level of
environmental turbulence faced by organizations in dot-com businesses. We have extended the concepts of adaptation and
diversification to the Internet to identify and explain the modifications undertaken by dot-com organizations. Such an approach
to studying business models is novel and represents the papers theoretical contribution to the study of electronic business.
Measuring the performance of dot-com organizations and their valuations provides the necessary empirical bases for our study.
The valuation of dot-com organizations has been particularly difficult. Koller (2001) outlines some of the problems that arise in
using classical approaches such as discounted cash flows when there are no cash flows to discount.  In such cases, the ultimate
drivers of value creation are the potential revenues of a company and the ability of its business model to convert revenue to cash
for shareholders. Furthermore, there is a general trend away from accounting-related variables and toward stock price and volume
data, partly because of their vulnerability to manipulation by management. 
Mindful of the increased velocity of the business environment, especially for dot-coms, our study will analyze how the frequency,
as well as the degree, of modification affects the viability of a business, by examining the changes in its market value. Even
though other researchers have alluded to this issue (Kalakota 1999), the evidence is not compelling. This paper represents a formal
and holistic attempt to address this issue in an empirical manner.
3 RESEARCH MODEL
We define a dot-com as an entrepreneurial start-up that has been established to realize the business potential of some applications
of Internet-related technology. This definition encompasses dot-coms from all industries and includes those that serve end-
consumers, businesses, and governments. However, it excludes start-ups that develop tools and platforms for the Internet
(companies such as i2, Interwoven, and Broadvision).
Further, we define a firms business model as the method of doing business by which a company can sustain itself, that is,
generate revenue. This definition is based on Rappa (2000).  We will recognize a business model to have changed when a dot-com
establishes a new source of revenue, or adjusts or removes a current one, and formally define a business model change as an
observable change in targeted markets, goods/services offerings, or in the revenue model of the firm. Our operationalization of
business model change (Figure 1) is based upon work in organizational change and strategic adaptation (Gordon 2000;  Miller
1996; Romanelli 1991). 
Finally, we adopt the event study methodology (ESM) to examine the relationship between business model changes and firm
value. As noted earlier, stock market-related variables are preferred over accounting-related variables in current studies examining
the impact of firm actions on firms for a variety of reasons, especially their status as containers of the consensus view of all
market participants. Besides this, a reason particular to our study is that most dot-coms were unprofitable at the time the research
was carried out and, hence, judging the value of managerial actions limited us to using stock market data or cash flows.
ESM is generally considered to provide management researchers with a powerful technique to explore the strength of the link
between managerial actions and the creation of value for the firm (McWilliams and Siegel 1997). The methodology has been used
to study a variety of firm activities in IS literature (Chatterjee 2001; Dos Santos et al. 1993; Im 2001; Subramani and Walden
2001).
The basis of ESM is the efficient market hypothesis, which states that capital markets are efficient mechanisms for processing
information available about firms. Investors process publicly available information on firm activities to assess the impact of these
activities on future financial performance. Once additional information about activities that might affect a firms earnings becomes
publicly available, investors react to it and the firms stock price changes rapidly to reflect the current assessment of the firms
value. The strength of the method is that it captures the overall assessment by a large number of investors of the discounted value
of a firms future performance, attributable to individual events (Subramani and Walden 2001).
Following Dos Santos et al. and McWilliams and Siegel (1997), we detail the sequence of the various steps in this methodology.
First, the event that provides new information to the market must be defined. Next, a theory that justifies a financial response to
this event should be described. The third step is to select a sample of firms that have experienced this event and identify the event
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as the capital asset pricing model, relates this return to the rate of return of the overall market and to firm-dependent coefficients.
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C2: Pay to free 
content/services
B1: Increase in 
goods, services




A1: B2B to B2C
A2: B2C to B2B
A3: Expansion to 
new markets
A4: Retreat from markets
B: Products/Services C: Revenue model, alliances
C1: Free to pay 
content/services
C3: Participates in 
marketing/sales 
alliances
C4: Participates in 
development alliance
C5: Participates in 
distribution alliance
C6: Participates in 
content/services 
alliance
Figure 1.  Classification of Business Model Changes
dates by perusing public news sources such as Lexis-Nexis, BusinessWire, or PR Newswire. Defining an event period  (event
window) is the next parameter on which to focus.  If the event can be clearly designated, this is usually centered on the event date
(Fama 1991) and includes the day before the event date (t-1) and the event date itself (t).  Any extensions of this two-day window
should be justified (McWilliams and Siegel 1997), as a longer period will mean that the power of the event study to reject the null
hypothesis (that there are zero expected returns) will be severely limited (Dos Santos et al. 1993). Next, firms in the sample that
had other financially relevant events occurring in the event period should be removed. The occurrence of these confounding
events, such as unexpected dividend or earnings announcements, merger negotiations, take-over bids, liability suits, changes in
key executives, or new product launches, would make it difficult to isolate the market effect of the event in which we are
interested.  After this has been done, the normal stock return in the event period for each firm should be calculated using the
market model, which takes into account the firms risk relative to the market.1  The seventh step would be to compute the
abnormal (or excess) returns for each firm in the event period and then organize and aggregate these to obtain the cumulative
abnormal returns (CARs) for the sample. Once this has been done, the significance of the CARs can be assessed using standard
statistical techniques, such as the students-t test. Finally, we can test the cross-section variation in CAR to determine which
factors affect it by applying appropriate regression models. In this paper, the event of interest is a business model change and,
following prior literature, we use a two day event window.
3.1 Sample
Prior ESM studies generally obtain their data by searching news sources for the events in which they are interested that take place
in a predefined period (e.g., Chatterjee 2001; Dos Santos et al. 1993).  This practice is reasonable since the independent variable
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in the study is not limited by firm type. In our study, we are studying events that occur among a specific type of firm. Hence, the
method we used to obtain our events is slightly different. 
Table 1.  Dot-Com Sample
Name Founded IPO Year end Industry Remarks





1996 December Technology content
3 Yahoo! Inc. 1995 1997 December Portal- Consumer
services




December Community site Bought by NBC and merged
with Snap (a joint-venture
with Cnet) to form NBCi in
1999. NBCi was bought out
by NBC in early 2001.
5 Cyberian
Outpost, Inc.
1995 July 1998 February E-tailer
6 Go2net Inc. 1996 1998 September Search engine and
special interest sites
Bought by Infospace in July
2000
7 Lycos, Inc. June 1995 April 1996 July Consumer Portal Bought by Terra Networks









1994 May 1997 December E-tailer
10 Peapod Inc 1989 June 1997 December Online grocer
11 Net.B@nk 1996 July 1997 December Financial services







14 DoubleClick Inc. January 1996 February
1998
December Advertising network
15 CDNow.com 1994 February
1998
December Music E-tailer Bought by BMG in
September 2000
16 EMusic January 1998 May 98 June Music E-tailer Bought by Universal in
April 2001
17 24/7 Media, Inc. 1998 July 98 December Advertising network
18 eBay Inc. 1995 September
1998
December Online auctions/ E-
tailer










21 UBid April 1997 December
1998
December Online auctions Bought by CMGI in
February 2000
22 Infospace 1996 December
1998
December Content syndicator
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We began by selecting the firms we would analyze. Since ESM required stock price data, all firms that were listed on the
NASDAQ, NYSE, and AMEX were examined to see which ones conformed to our definition of a dot-com. Next, as the
methodology required us to estimate their normal returns using data from a period of at least 120 days, we discarded those that
did not meet this specification. We further reduced the set by choosing only those having carried out their IPO within a predefined
three-year window (1996-1999). This allowed us to observe any effect of business model changes on a firms valuation over at
least a two-year period. The final sample was made up of 22 firms operating in a variety of industries, such as financial services,
retail, and media content provision. 
Table 1 lists the 22 firms selected for inclusion in the study. Although McWilliams and Siegel (1997) recommend a sample of
at least 30 events for ESM, in line with the normality assumptions of ESM, McWilliams and McWilliams (2000) highlight prior
research to support their argument that the normal distribution can be used with small samples. Although firm-specific daily
abnormal returns may not be normal, in aggregate, the normal distribution was a good fit.
3.2 Assessing Business Model Changes
We traced changes in the business model (based on Figure 1) of each of the 22 firms identified above through information
gathered from various secondary sources, including corporate Website, trade journals, business newspapers, publicly available
news sources (PR Newswire and BusinessWire) and e-commerce news website. The period covered was from the time they listed
on the stock exchange to March 2001. The data gathered was contingent on a particular date being attached to the announcement,
as in an efficient market, prices respond very quickly to new information. Hence, following Dos Santos et al., information from
sources where a specific date for a change could not be determined was discarded, as were announcements about changes that
had been reported publicly before or were duplicate announcements. The rich nature of the data collected is illustrated for one
firm in Table 2.  For each firm, the business model changes were examined and classified based on the categorization in Figure 1.
Table 2.  Development of E-Trades Business Model




E*Trade March 3 1999 Launches French affiliate A3
March 29 1999 Acquires ClearStation, a
investment community web
site
B1 Able to offer new services to
customers, and gain more
customers too.
April 19 1999 Offer live investor education
forums
B1
May 5 1999 Creates co-branded home
pages with Owners.com on
E*Trades Mortgage Centre
C5
June 1 1999 Buys Telebanc (Now called
E*Trade Bank)
B1 Diversifies into online banking-
launched on April 4, 2000
July 28 1999 Launches UK affiliate A3
August 16,
1999





Bought TIR Holdings A3 Will make it the first online
global trading network
4 CURRENT STATUS OF THE STUDY AND
PRESENTATION AT ICIS
Data for the study have been collected. Table 3 depicts the consolidated data on changes undertaken by the entire sample over
the three-year period. Subsequent data analysis will focus on the objectives outlined above, relating business model changes to
the changes in a firms market valuation. At the conference, we expect to present a completed analysis of the above relationship.
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Table 3.  Types of Business Model Changes Undertaken:  1998-2001
A2 A3 A4 B1 C3 C4 C5 C6 TOTAL
Q1/98 1 1 0 14 1 0 0 2 19
Q2/98 0 8 0 16 3 0 0 3 30
Q3/98 0 1 0 21 12 1 2 0 37
Q4/98 0 3 0 24 4 0 0 0 31
Q1/99 1 7 0 30 5 0 4 0 47
Q2/99 1 7 0 49 3 0 5 4 69
Q3/99 1 10 0 40 7 1 1 2 62
Q4/99 1 12 0 27 6 0 1 0 47
Q1/00 1 3 0 36 2 0 1 1 44
Q2/00 1 7 1 38 3 0 3 2 55
Q3/00 0 5 0 39 4 1 0 1 50
Q4/00 0 4 0 25 3 0 2 1 35
Q1/01 1 4 2 25 3 1 2 2 40
Q2/01 0 4 0 26 1 5 0 0 36
TOTAL 8 76 3 410 57 9 21 18 602
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